How is My Tax Rate
Calculated?



Presenter
Presentation Notes
This presentation will provide a general overview of how tax rates are calculated. The tax rate schedules are found in Section 19 of the MES Act.  Section C of the Employer Handbook also provides a detailed explanation in easy to understand language.  An electronic version of the Employer Handbook is available for free through EWAM or you can purchase a printed copy for $15 through the Agency. 




=
4"“ Michigan’s
’ Unemployment System
= Michigan has an experience-rated tax
system that uses the employer's payroll,
unemployment taxes the employer paid,
and unemployment benefits charged tio

the employer's account to calculate the
employer's annual tax rate.

= Benefits paid, unpaid/underpaid faxes,
and a fluctuating payroll can all cause a
fax rafe to increase.



Presenter
Presentation Notes
Michigan’s Unemployment System Michigan is an experience-rated tax system that uses the employer’s payroll, unemployment taxes the employer paid and unemployment benefits charged to the employer’s account to calculate the employer’s annual tax rate.



The payment of unemployment benefits paid, unpaid or underpaid taxes, and a fluctuating payroll can all cause a tax rate to increase.



Federal law mandates that the ‘experience’ of all employers be measured over the same period of time by uniform methods applicable to all employers. 


New_Employer
Tax Rates

" Generally, in the first two years of
liability the tax rate is set by Michigan
law at 2.7 7.

=" The exception is for new employers in
the construction industiry whose rate
for the first two yearsiis the average
constiruction contractor rate as
determined by the Unemployment;
Lnsurance Agency. each year.


Presenter
Presentation Notes
For New Employers, the first two years of liability the tax rate is set by Michigan law at 2.7%.  This translates into a current maximum tax due of $243 ($9000 x .027) for each employer each calendar year. 



The exception is for new employers in the construction industry whose rate for the first two years is the average construction contractor rate as determined by the Unemployment Insurance Agency each year.  For this rate to apply you must be involved in the construction of state roads, bridges, highways, sewers, water mains, utilities, public buildings, factories, housing developments or similar large scale construction activity.  The 2010 construction rate is 8.2%.  The 2011 construction rate will be announced by December 2010.



Tables A & B in Section 19(a) of the Michigan Employment Security (MES) Act provide the formulas for the calculation of unemployment tax rates.


Tax Rate in the

Third & Fourth
Years of Liability

" Tax rates in the third & fourth
years of liability are based on the
employer’s own history of benefit;
charges and taxable payroll
(Chargeable Benefitsi Componenti or
CBC) and a base rate.

" The Chargeable Benefitis Component
(CBC)\is pro-rated to phase in the
employer's experience.

" The third year base rate isi1.87%.
=" The fourth year base rate is/1.07%.


Presenter
Presentation Notes
For an employer’s third and fourth years of liability, the tax rate is based on the employer’s own history of benefit charges and taxable payroll and a base rate. To phase in the benefit charge experience (the Chargeable Benefit Component or CBC), this part of the tax rate is pro-rated for the employer’s 3rd and 4th years of liability.



To determine your tax rate for the third year, use the formula to calculate the CBC and take 1/3 of the result and add 1.8%.  To calculate your tax rate for the fourth year of liability, use the formula to calculate the CBC and take 2/3 of the result and add 1.0%.








Tax Rate in the

Fifth Year of
Liability and
Beyond

Beginning in the fifth year of liability, the tax
rate is comprised of three components that
are computed separately and then added
fogether tio determine the yearly tax rate.

The three componentsi are:
Chargeable Benefitisi Component (CBC)
Account Building Component (ABC)
INon-chargeable Benefitisi Component (NBC)


Presenter
Presentation Notes
Beginning in the fifth year of liability, the tax rate is comprised of three components that are computed separately and then added together to determine the yearly tax rate.



The three components are: 

Chargeable Benefits Component (CBC)

Account Building Component (ABC)

Nonchargeable Benefits Component (NBC)



The following screens will provide more detail on these components.


Unemployment;
Experience

" The Chargeable Benefits Component
(CBC) and the Account Building
Component (ABC) are affected by the
employer's payroll, the unemployment:
benefii charges to their account;, and
the Tax payments received. Since these
componentsi reflect each company's own
experience, they are known as the
experience components.



Presenter
Presentation Notes
The Chargeable Benefits Component (CBC) and the Account Building Component (ABC) are affected by the employer’s payroll, the unemployment benefit charges to their account, and the tax payments received.  Since these components reflect each company’s own experience, they are known as the experience components.



Michigan’s unemployment tax system is one of the most highly “experience-rated” systems in the country.  This means that a Michigan employer’s tax rate more closely reflects the employer’s own actual unemployment experience.


- Chargeable Benefits
Component

= This component takes into consideration
the amount of unemployment benefits
charged fo an employer s account over a
60-month (5-year) period, ending the
previous June 30.

CBC= 60 months of benefits paid
60 monihs of tiaxable payroll

The result is rounded o the nexi higher 0.17


Presenter
Presentation Notes
The Chargeable Benefits Component takes into consideration the amount of unemployment benefits charged to an employer's account over a 60-month (5-year) period, ending the previous June 30th.  The formula uses: The accumulated 60-month amount of benefit charges divided by the taxable payroll for the same 60-month period.  For third and fourth year employers who do not have 60-months of experience, the total months liable up to 60 months through the most recent ended June 30th is used for this calculation.



The maximum CBC set by Michigan law is 6.3%, even though it may compute to a higher percentage.  Tax rate components are calculated to four decimal places and are rounded to the next higher 0.1% if the number in the 4th decimal place is any number higher than zero.  For example, if the decimal calculation of the CBC was .0601, it would be rounded to 6.1%.  If the decimal calculation of the CBC was .0600, it would stay as 6.0%.






Account Building
Component

= Unemployment insurance, like any insurance system, uses
past experience to try to achieve solvency for the
insurance system. In the case of unemployment
insurance, the Account Building Component (ABC) serves
this purpose by comparing the balance in an employer’s
individual ULA employer account (actual reserve) with a
calculated optimal balance for the employer (required
reserve).

" The calculation uses each employer’s total payroll for the
12-month period ending the previous June 30*h

ARC = L(Required Reserve) - (Actual Reserve)] X 0.5
12 months of total payroll

The result is rounded up to the next higher one tenth of one percent (0.1%) |


Presenter
Presentation Notes
Unemployment insurance, like any insurance system, uses past experience to try to achieve solvency for the insurance system.  In the case of unemployment insurance, the Account Building Component serves this purpose by comparing the balance in an employer’s individual UIA employer account (actual reserve) with a calculated optimal balance for the employer (required reserve).  The calculation uses each employer’s total payroll for the 12-month period ending the previous June 30th.  



To understand the formula you need to understand how “Actual Reserve” and “Required Reserve” are defined.  The “Actual Reserve” is all the money an employer has paid in taxes to the UIA since the business began minus all the unemployment benefits that have been charged to the employer’s account since the business began.   In other words, it is the “net amount” in an employer’s UIA account and may be either positive or negative.  If negative, the employer is known as a negative balance employer and generally has a higher tax rate.



The “Required Reserve” calculation uses the employers total (gross) payroll for the 12 months ending the previous June 30th and multiplies it by 3.75% (the cost criterion).  The “Actual Reserve” is subtracted from the “Required Reserve”, multiplied by 0.5 and divided by the total (gross) payroll for the 12 months ending the previous June 30th.



The maximum ABC under Michigan law is 3.0% although it may compute higher.  This component is rounded to the next higher 0.1% just like the CBC.

  


Nonchargeable Benefiis
Component

= This component is The only one of the three
that does not entirely reflect an employer's
own experience.

" This comgonen’r is generally a flat 1.0% for
all contributing employers with five or more
years in business and unemployment benefit;
charges.

= For employers with no, or very few, benefit
charges, the NBC can range from 0.57 fo as
low: as 0.06 7.


Presenter
Presentation Notes
The Nonchargeable Benefits Component , known as the NBC, is the only one of the three components that does not entirely reflect an employer’s own experience. This component is generally a flat 1.0% for all contributing employers with five or more years in business and unemployment benefit charges. For employers with no or very few benefit charges, the NBC can range from 0.5% to as low as 0.06%.



The Nonchargeable Benefits Account (NBA) is funded by the money from the NBC component of each employer’s tax rate and is used to pay the costs of unemployment benefits that are pooled among employers.  That is, unemployment benefits not charged directly against any specific employer’s account or benefits charged against employers that have gone out of business.




Computation Period

" A computation period is the four
calendar quarters (12 months) used to
determine a fax rate. A computation
period begins July 15" of one year and
ends the June 30 of the following
year. The financial' information that
falls in this “period” isiused fo
defiermine the unemployment fax rate
for the next calendar year.



Presenter
Presentation Notes
A computation period is the four calendar quarters used to determine a tax rate.  A computation period begins July 1st of one year and ends the June 30th of the following year.  The financial information that falls in the “period” is used to determine the unemployment tax rate for the next calendar year.



It’s a good idea to learn which quarters are used to determine your annual tax rate.  By keeping track of your payroll,  benefit charges, and tax payments for that particular time period, you’ll be able to estimate and budget for upcoming tax rate increases or decreases.


Computation Period

For the 2009 tax rate, these are the quarters that were used in the
computation:

9/30/2007
12/31/2007
3/31/2008
6/30/2008

For 2010, these are the quarters that were used in the computation:

9/30/2008
127/31/2008
3/31/2009
6/30/2009

11


Presenter
Presentation Notes
As you can see, benefit charges that are paid in 2009 do not affect the 2009 tax rate and only affect the 2010 tax rate if they occurred before 6/30/2009.  It is important to remember, as you review your Summary of Benefit Charges and Credits, Form UIA 1770, benefit charges and credits currently posted to your account will affect future tax rates not current tax rates.



Any monies received after 06/30/2009 through 07/31/2009 are included in the 2010 tax rate.  For 2011, any monies received through 7/31/2010 will be included in the calculation of the 2011 tax rate.




Acquisition of a
Business

= If a new or existing business acquires the
organization, trade, business or 75% or more
of the assets of an existing business, there is
a mandatory transfer of unemployment
experience account of the predecessor
employer. This is termed “successorship.”

= If the taxable payroll attributable to the
transferred portion of the business is less
than 100%, then the transfer of experience is
termed a partial transfer.

For additional information, please refer to Section 22(a) of the MES AcH.


Presenter
Presentation Notes
Business Acquisitions can affect your tax rate.



If a new or existing business acquires the organization, trade, business or 75% or more of the assets of an existing business, there is a mandatory transfer of unemployment experience account of the predecessor employer.  This is termed “successorship.”  This results in a total transfer of tax rate experience from the predecessor to the successor.  The successor employer inherits all of the predecessor’s experience account and tax rate for the year of the transfer.  The year following the transfer will include any experience from the predecessor’s account through the transfer date and the experience of the successor after the transfer date.



In the case of a partial transfer, a pro rata portion of the predecessor’s experience account is transferred to the successor.  The year following the transfer will include a pro rata portion of the predecessor’s experience through the transfer date and the experience of the successor after the transfer date. 



In total transfers, only one employer (successor) remains active.  In a partial transfer, both employers can remain active. 


Acquisition of
Business with

same Controlling
Interest

= Tf an employer transfers its trade or
business, in full or in part, to another
employer and there is common ownership,
management or control of the two employers
at the time of the transfer, there is a
mandatory transfer of unemployment
experience.


Presenter
Presentation Notes
When an employer transfers its trade or business, in full or in part, to another employer and there is common ownership, management or control of the two employers at the time of the transfer, there is a mandatory transfer of unemployment experience.  


" Effects of Missing Tax Reporits

= If at least 1, but fewer than 4, quarterly tax
reports are filed, the employer will receive a
computed ftax rate plus a 3.07% non-reporting
penalty added to their fax rate.

= If none of the required tax reports are filed,
the rate will be set at the highest rate
applicable for the number of years in business
plus the 3.07% non-reporting penalty.

" For experienced employers, the rate could be
10.3% plus 3.07% = 13.3%.

= If the missing reports are filed within 30/ days
of the tax rate determination, the non-
reporting penalty can be removed.

= Beyond tihe 30 days but up tio one year, ihe
non-reporting can be reduced 1o 2.0%. 14


Presenter
Presentation Notes
Missing tax reports can impact your tax rate by adding a 3.0% non-reporting penalty.  If at least 1, but fewer than 4, of the quarterly tax reports needed to calculate the tax rate are filed, the employer will receive a computed tax rate plus a 3.0% non-reporting penalty.



If none of the required tax reports are filed, the rate will be set at the highest rate applicable for the number of years in business plus the 3.0% non-reporting penalty.  For fully experienced employers, the rate could be 10.3% plus 3.0% = 13.3%.  This provision is described in Section 18(d)(2) of the Michigan Employment Security Act. 



If an employer files all missing reports within 30 days of the mail date of the tax rate determination showing the non-reporting penalty, the tax rate will be redetermined and the non-reporting penalty will be removed.  If the missing reports are filed after the 30 day period has expired but within 1 year of the mail date of the tax rate determination, the tax rate will be redetermined and the penalty will be reduced to 2.0%.



However, if the employer can establish good cause for filing late, the 2.0% non-reporting penalty can be removed.  Good cause cannot be considered after 1 year has passed.  However, if all of the missing tax reports are filed within 3 years of the mail date of the tax rate determination, the tax rate will be redetermined but the 3.0% non-reporting penalty will remain.


Notification of Unemployment
Tax Rate

= The UIA is required to notify each employer, no later
than 6 months after the computation date (06/30),
of their tax rate for the upcoming year.

" Tax rates are computed annually and are mailed on
the lasi business day of the year for the upcoming

calendar year. For example, fax rate defterminations
for 2010 were mailed 12/28/2009.

" If, subsequently, a fax rate is modified, a tax ratie
redefermination is issued.

= Eorm ULA 1771 is a determination, and' like all
determinationsi issued by ULA, it can be protestied.
Protests must be submitted in writing and received

witthin 30 days of The mail date. \



Presenter
Presentation Notes
The Unemployment Insurance Agency is required to notify each employer, no later than 6 months after the computation date (06/30), of their tax rate.  Tax rates are computed annually and are mailed on the last business day of the year for the upcoming calendar year.  For example, tax rate determinations for 2010 were mailed 12/28/2010.  This requirement is covered in Section 21(a) of the MES Act.  If, subsequently, a tax rate is modified, a tax rate redetermination is issued.  Form UIA 1771 is a determination, and like all determinations issued by UIA, it can be protested.  Protests must be submitted in writing and received with 30 days of the mail date.
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Presenter
Presentation Notes
Tax rate determinations are mailed the last business day of December for the following year.  [Presenter will review the form]




Form UIA 1771-2

S =
s e iy | =l El'il-'n:r.;.-_l-b-w o Carceeeth

IO WY Srmredl el Jﬁl-ﬁmmlﬂq—m Employar Moo
. e T e G R LS T Diaie Pl DG L& "ZO10

TAX RATE AND PEMALTY DETERMINATION FOR CALEMDAR YE&aR 2010

[ I P Y PSSV [ PO PO [ PR PR | PO I ) (SR [P M) P D

=T 1O Aucr oS- Ehe- Baoagerdl
tax reducibon s mot in effect
o thee CwurmeEnt o yeesar.

THIS IS MOT & RECUIEST FOR PAYMBMEMT
1‘.“_._.'# ﬂ-‘-w Emsloyrran! Saciunsity St (A, bl Baalordd il
m——

s - o e Sacticne
T e as g= o Back BEE BATCHTTART IMECTa T
Y =" Fﬂlmmuh‘mﬂ.m FEH-.L'I"I"_--m [l a2 o o p e B

hn_.:.-_= o --I=--r-I.F-I'I'I-I

j FISGURES BaSas D Ol WOU A ERPILDYE R ASCald W I

MRONCHARGEABLE EERNEFITS ﬁ;ﬂ"ﬂfﬁ"‘l’ PHEC)

FUTIOAETEE P ko Seed o T Caernpeor et bl ok appeaast i Brea T EctEes Croedingd bree o Thea ABC caloularion boFoee.

CHARCGEADGLE BENEFITS COMPONMENT (CTBLCT)

EE e e S L SR Gl s el eE A mE O.3D
S morban of Lesssls eeersbll dersdiss d ST ERED o.30

AN T BLUILDNMG COMPOMNEMNT ABIC) gt MummiDes rs Shoeem i Farensbesis
Aciual Ressrnre

P Sctmed Fessces Das owf b S ESTARES

Tobel Fewmenis Crechiisd bs Teces Dus (ms af I 5 RS0

SMirman WED s | mem e - ——

Firsas Smr Eeeartans Fesslos

Emamles Temes Crosiiesd Le Erpe-bioscs Belleg Scooesl
Fimas Bsralits Charged CUF mebss srsdine S 30 PaEEs
L] -r-:.l':-uln-l. Magmers Cmm ol S EESTHEE S

Ll T

1F merdbe bebied preersll Serdios @M TIEEI
Habkiplisd e Coot Crstsedo

Emmm s Fiege s E et e A NRS EEES D

AR el b B
IMemnired Sepsrve - Snfosl] Hesscassb € RS
IF marirs Ceartel Saprell desdlsg oA rEEs

Taxmble wage EBass for he yoar is: o, 000 . 0D
Four tasakie payroll for 12 momthes sradeng B02000 sems:



Presenter
Presentation Notes
Form UIA 1771-2 is issued to an employer who has missing tax rates in the tax rate computation period.  [Presenter will review the form]




Form UIA 17/71-R
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Presenter
Presentation Notes
Form UIA 1771-R is issued when your tax rate is re-determined.  Any tax rate change is retroactive to the first day of the calendar year.  [Presenter will review the form]


Contact Information

* Tax Status: liability, transfer of business
Phone: 313.456.2080
FAX: 313.456.2131

Email:

" Tax Maintenance: tax rates, missing tax
reports

Phone: 313.456.2010
FAX: 313.456.2131

Email:



Presenter
Presentation Notes
For questions regarding liability or transfer of business, please contact Tax Status at 313-456-2080 or email EmployerLiability@michigan.gov.



For questions regarding your tax rate or missing tax reports, please contact Tax Maintenance at 313-456-2010 or email TaxSupport@michigan.gov.

mailto:EmployerLiability@michigan.gov
mailto:TaxSupport@michigan.gov
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